Introduction
The growth story of the emerging multinationals had attracted the world's attention just over a year ago. The emerging countries' outward foreign direct investment (OFDI) flows has risen much faster than global FDI flows underpinned by large scale acquisitions of emerging multinationals in the developed region. This has come to signify a new wave of internationalization taking place in the world economy with emerging multinationals posing critical challenges for the incumbent global Table-1 ). Indian FDI remain buoyant throughout 2000-07 mainly led by a combination of factors like increased liberalization and urgency to acquire additional firm-specific intangible assets, need to secure global sources of natural resources, rising exports, increased competitiveness, easier access to domestic and international finance (i.e. growing corporate bonds and equity markets), liberalization of OFDI policy, and favorable economic conditions in both the domestic and global economies. The current situation of global economic slowdown, uncertainty and the fragile financial systems are likely to affect Indian multinationals in a number of ways. Persistent fall in global demand and steep export declines are likely to hit hard these Indian firms and it is important to understand the ways they are being affected. How will emerging Indian multinational deal with the global crisis?
Will they benefit from the global meltdown − for example, from cheaper asset prices − or become cautious and retreat? This article takes an exploratory look at these questions about Indian multinationals and provides some preliminary evidence.
Indian FDI Falls in 2008 and the First Half of 2009
The global economic crisis appears to have turned Indian firms watchful on their global expansion strategy. As a result the actual Indian FDI outflows, which rose to a historic level of $17.8 billion in 2007, fell by 6.3 per cent in 2008 to $16.7 billion (Table-2 ). This is its first absolute decline since 1999. The negative growth of Indian FDI is in line with the worldwide FDI decline but it contrasts with China's doubling of its OFDI in 2008
1 . The contraction in Indian FDI continues in 2009, falling by 14 per cent to $4.7 billion in the first quarter of the current year.
The differential OFDI performance between India and China should not be surprising once one take notes of the basic differences that characterize OFDI flows from these two emerging economies.
Unlike state-driven Chinese FDI outflows, Indian FDI has been primarily led by private enterprises except a few public sector firms operating in the energy sector. Despite several Chinese sovereign wealth funds losing billions of dollars in the US and Europe during the financial crisis in 2008, the Chinese 'go global' policy successfully pushed up its FDI outflows, backed by the world's largest foreign exchange reserves of $1.95 trillion. On the contrary, Indian FDI flows, largely driven by market parameters and business opportunities, have been impacted adversely. Within the primary sector, the oil and natural gas segment received increased Indian investment despite the economic slowdown and volatile oil prices. This is primarily because of the state-owned Indian company, Oil and Natural Gas Corporation, continuing its acquisition of overseas oil resources (e.g. the acquisition of Imperial Energy Corporation for $1.9 billion). The mineral resource seeking Indian investment appeared to have taken a beating due to slowdown in global commodity demand and falling mineral prices. By the first half of 2009, the negative impact of global slowdown has spread from manufacturing OFDI to service OFDI. The Indian brownfield FDI contracted for the entire range of services and manufacturing activities. However, the primary sector remained robust led by continuing increased OFDI flows from the oil segment and revival of it from the mining sector.
The current decline in Indian OFDI is widespread among recipients. Among host regions, the fall in The decline in the developed world (-62%) was concentrated in North America (-75%) and Europe (53.8%), followed by developed Asia (-100%). The developed Oceania (i.e., Australia) resisted the Indian FDI decline with increased flows in 2008.
In early 2009, Indian FDI flows into the developing region recovered due to African sub-region sustaining its attractiveness in the oil and gas sector. Other developing sub-regions continued with sizeable decline in Indian FDI flows. The plunge in Indian brownfield investment also continued in the developed region but the fall was more concentrated in Europe. Interestingly, among the two main epicenters of the financial crisis, the U.S. and the U.K., which registered large scale decreased inflows of Indian FDI in 2008, the U.S. sprang a recovery in early 2009 whereas the UK continued to suffer from declining inflows.
Undertaken mostly by private enterprises, except for a few public sector firms in the energy sector, (Table-7) . Sakthi Germany GmbH and Sakthi Sweden AB have filed for bankruptcy and Arvika Gjuteri AB, Sweden, for financial reconstruction. According to a parent company source, these measures were taken on account of the economic meltdown in the US and Europe and the consequent drastic reduction in orders.
Reliance Industries Ltd.
RIL's German subsidiary, Trevira GmbH, has started insolvency proceedings. RIL took this step to overcome the impact of the industrial slowdown in Europe, particularly in the automotive and textile sectors, to which it is an important supplier.
Wockhardt Ltd
It has divested its German business Esparma to raise resources to meet the huge FCCB (foreign currency convertible bond) debt burden under the adverse market conditions and liquidity constraints. It is even reported to have put some of its other overseas assets such as Ireland's Pinewood and France's Negma on possible disinvestment route. Vardhman Polytex Ltd.
VPL has decided to close down its Austrian subsidiary, FM Hammerle Nfg GmbH, as a part of business restructuring demanded by the current recession in Europe. 
What led to the Indian FDI downturn?
An important factor in the decline of Indian OFDI has been the credit crunch in both Indian and overseas markets. The Indian banking sector, which suffered from its exposure to distressed global financial instruments and institutions, adopted a cautious lending policy in 2008 3 (Pradhan, 2009 ).
This general slowdown in bank lending to the corporate sector led to several domestic and overseas projects being postponed.
In addition, the global financial crisis had a significantly negative impact on other financial subsectors like the Indian equity, money and foreign-exchange markets, which has, in turn, restricted
Indian firms' access to cheap sources of finance and reduced their profitability. India's benchmark equity index, the Sensex, fell sharply by 48% in December 2008, from its highest ever level reached exactly a year back. Many Indian companies that had acquired overseas units in the recent past, such as Suzlon Energy, Tata Motors and Hindlaco, had to suspend their rights issues and faced difficulties in raising resources. The sudden depreciation of the Indian rupee against the US dollar in 2008 also led to heavy losses for many export-oriented Indian companies that had acquired longterm forex derivatives 4 .
The overseas debt obligation of Indian companies also increased considerably in terms of domestic currency as a result of sharp currency depreciations and turbulence in equity markets during the crisis period. These Indian firms have raised overseas resources by issuance of foreign currency convertible bonds (FCCBs) to finance their global greenfield projects and acquisitions in the past.
Currently, the conversion price of FCCBs at maturity is estimated to be many times greater than (Table-8 ). This has led to an erosion of business confidence, slowing investment and reduced consumption, choking off both the domestic and overseas expansion of Indian firms. Table-9 In view of the growing importance of international operation of Indian firms, standalone performance analysis (i.e. parent company excluding subsidiaries) will provide an incomplete picture of firms' overall performance. The listed 15 Indian parent companies in Table-9 Source: (i) Data on foreign assets and number of overseas subsidiaries is obtained from Pradhan (2008) ; (ii) 2009 data on sales and profit before tax were collected from individual company press releases; (iii) Boom period calculations are based on Prowess database; (iv) All the series were converted into US $ million before calculation.
Crisis and Performance of Selected Indian Multinationals
There are also firm-specific differences in the disparity between consolidated and standalone profit However, the majority of Indian parent firms (i.e. 10 firms) observed that their consolidated profit margins were less than their standalone profit margins.
Overall this suggests that the Indian multinationals were able to continue their sales growth on standalone basis during the slowdown period but with reduced profit rates and margins.
Subsidiaries' operation has led to continue global sales expansion of Indian multinationals at similar pace as standalone but significantly moderated profit margins and absolute decline in profit level for majority of firms.
Conclusion
The global economic crisis has led to a contraction of outward investment activities of Indian firms. The squeezing of liquidity from banking sectors and equity markets, wide volatility in exchange rate, deepening global recession and growing business uncertainty have accelerated slowdown in the Indian OFDI.
The experience of the sample Indian multinationals shows that their sales growth in the current year is accompanied by falling profit growth and reduced profit margin. In some cases, crisis-hit overseas subsidiaries replaced the standalone profit of the parent by consolidated loss. The squeeze on corporate profits will further make Indian multinationals cautious on their overseas expansion plan.
With the concerns of the global economic crisis still continuing it is difficult to guess when Indian firms will replicate their past OFDI performance. The revival of Indian OFDI is clearly depend on the revival of global and domestic growth, improvements in corporate profitability and the easing of financing from banks and the equity market. The first quarter of 2009 registered stronger GDP growth in India than expected, even though global growth went down. If domestic growth turns out not to be sustainable, however, OFDI may not recover soon.
In the current crisis period, there might be some positive surprises also as reflected by the recently announced overseas deals, such as the proposed merger of Bharti Airtel and South Africa's MTN for $23 billion and Sterlite Industries' $1.7 billion revised bid for US-based copper-mining firm Asarco. Moreover, there are some cash-rich Indian firms, including SMEs, that have not undertaken FDI in the past but are interested in internationalizing. These firms are expected to explore acquisitions, given the cheap valuations of foreign assets.
